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Opposing Counter-cyclical Aid Variation

-- Counter-cyclical federal aid to cities sounds desirable, but in practice would
never work as advertised. Most large cities are fiscally squeezed at all times
because of recent losses in population and activity occurring during periods of
prosperity as well as recessions. They would be happy to receive increased aid
during recessions, but would vehemently oppose any subsequent reductions --
even supposedly "automatic” ones. Every increase in federal aid to cities today
will be regarded as part of the absolutely essential minimum floor from which to
start negotiations about what future levels of that aid should be -~ especially
by municipal employee unions, who are the chief direct beneficiaries of such
aid. Soon city governments would be complaining about their unfair role as
economic stabilizers in the same way that the hombuilding industry complains
about the already counter-cyclical flows of mortgage financing into their
business. This means that the federal government should base its level of
fiscal aid to cities on long-range considerations, not upon any desire to use
city governments as economically stabilizing forces during recessions and

prosperity.

3. Federal Long-Range Project Funding for Cities. Should HUD provide some type
funding for large-scale redevelopment projects, since cities are now avoiding both
large projects and long-term ones because of CD's annual financing?

Background

-- In the process of shifting from long-range funding reservations in the old urban
renewal program to annual requests in the Neighborhood Development Program
(NDP), HUD double-crossed many local governments by first assuring them
annual funding would be certain to continue indefinitely -- and then stopping
it entirely. For good reason, local governments became suspicious of HUD
promises that any annual funding program could be relied upon to continue,
so they have used annually-funded CD money only for projects that did not
require long-range commitments of money,

-~ However, many activities crucial for the revitalization or even the preserva-
tion of large cities require long-range public funding, because they involve
large-scale activities and commitments by private lenders or developers over
many years. This is especially true of the kinds of non-residential projects
essential to revitalization of economic activity in large cities, including re-
taining existing firms and attracting new ones.
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Alternative Approaches

Create a new federal funding program managed by HUD (perhaps UDAG is it)
that provides city governments with long-term subsidy funding through initial
set-asides of large grants of money per project, if the projects concerned meet
certain criteria for effectiveness in achieving federal urban goals. In essence,
this would be a categorical program similar to urban renewal in form, but per-
haps requiring more commitment of private funding up-front before receipt of
federal fund reservations. A grant program will be much more effective than

a loan program because many large cities need federal subsidy funds as well as
a long-term format for using federal funds. Subsidies are vital because many
of the projects cities need to restore economic vitality are not economically
feasible in themselves. They are non-feasible precisely because of the

"social and economic externalities" within those cities that are driving firms
and households to leave them. Hence if long-term federal funds are available
only for projects profitable enough to pay off long-term loans, cities cannot
offset the disadvantages caused by their disproportionate share of poor households
and older structures, and will continue to lose jobs and people at a rapid rate,

Do not use federal grants for long-term projects because they encourage waste-
ful spending on economically non-feasible activities. Instead, create a federal
long-term lending program that provides low=interest loans for local agencies

to use in developing major projects, normally in concert with private developers.
This program could be an extension of EDA's existing loan programs, but with
lower interest rates (which provide a shallow subsidy) and broader criteria for
project eligibility (not necessarily connected with "depressed areas"), The
program could be administered by either HUD or EDA.

Experience with urban renewal proves that the federal government should not
re-enter the business of passing judgment in detail on local applications for
specific projects -- especially since the whole block grant approach was designed
precisely to avoid such a procedure. Instead, HUD should seek to persuade
Congress to make five-year funding commitments for the CD Block Grant program,
or to allow individual communities to set aside a certain percentage of their
annual allocations for longer-term projects, The latter could be done by allow-
ing communities either to "save up" funds for several years, or to commit a
certain percentage of future funds in advance to specific multi-year projects.

No specific arrangements for long~term use of federal funds by local governments
should be made, other than trying to provide enough federal aid to put them in
goad fiscal health. |f local governments want o make long-range funding com-
mitments, they should use normal capital markets to do so. This will keep the
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federal government out of the project-approval business for which it is so badly
suited, If specific federa! aids for long-term financing are to be created, they
should take the form of assistance to cities in the bond market, such as partial
repayment guarantees or interest subsidies for taxable bonds.

Directing Added Federal Aid into High-Priority Activities. How can federal as~-
sistance to cities be directed into what HUD considers high-priority activities
(such as repairing and replacing worn-out and obsolete city infra=structures, and
rehabilitating older housing) rather than being used by cities mainly to raise wages
and fringe benefits of existing municipal employees?

Alternative Approaches

-- Experience shows that any unconstrained federal funds received by municipal
governments will be used to a significant extent to either reduce local taxes,
or raise municipal -worker wages and fringes, or both =- rather than to improve
the actual quality and quantity of services provided to local residents == especial -
ly to the poorest ones. Now that so many large cities are fiscally squeezed
by declining tax bases and populations, they will be particularly likely to use
federal funds to maintain the status quo in terms of municipal employment,
while continuing to increase the salaries of those still employed, rather than
to pursue the developmental or revitalization goals that HUD considers of
high priority. At first glance, it might seem that maintaining police forces or
teaching staffs af present levels clearly provides better police protection
and education than shifting to lower levels of municipal employ-
ment. But in reality, there is no demonstrated correlation between numbers of
such workers and objective measures of quality of life in the cities concerned
(such as crime rates or educational achievement performance). So maintaining
public staffs at current levels is more beneficial to their members than to the
general public =~ particularly since the compensation of those staffs continues
to rise with no visible offsetting gain in productivity. To protect federal tax- .
payers from thus transferring their money to municipal workers without any other
clear gains to society, HUD should constrain all federal funds to particular uses
insofar as possible. That means using almost categorical programs rather than
"pure" revenue sharing or block grants. At the very least, HUD should require
all funds it provides to cities to be used for specific purposes related to urban
development and revitalization, rather than for general urban services.

-- Many large cities have adopted highly innovative and effective methods of com-
munity development under the quasi-permissive formate of the CD Block Grant
program. They are able to design programs with far less red tape that are far more
sensitive to local conditions than HUD could. This is especially true in view
of the immense variety of local conditions found in American cities -- and
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HUD's need to employ one set of rules everywhere if it exerts detailed control
over its funds. In order to thus encourage local initiative, but still have most
of it focused upon basic HUD goals, HUD should make maximum use of the
CD Block Grant format, without constraining cities any further with strait-
jacketing detail regulations. Moreover, HUD should consider as one of its
main functions the dissemination to all interested cities of information concern-
ing those specific methods adopted with unusual effectiveness by local innova-
tors in one or a few cities. This approach of limited constraint on federal fund
uses plus major dissemination efforts (far beyond those now done by HUD) re-
presents the best compromise between excessively rigid national bureaucratic
control and wasteful funnelling of federal aids into nothing but local municipal
compensation.

-~ The purpose of federal financial aid to cities should be to enable local govern-
ment leaders to take those actions they believe are best suited to the continued
prosperity and vitality of their own communities. Given the immense diversity
of local conditions throughout the nation, HUD is in no position to make judg-
ments from Washington about which such actions are best suited to local needs.
If local officials want to use federal funds to cut taxes or raise municipal com-
pensation, that is because they believe such action will improve the viability
of their commununities more than those types of spending that HUD == in its
dubious nationwide wisdom -~ thinks would be best for them. Hence HUD's
basic approach should be to determine itself (with Congress) what level of
financial aid would be appropriate for cities, but to avoid placing any detailed
constraints upon how that aid is used by its recipients.

Strengthening the Economies of Large Cities Experiencing Job Outflows.

Coping with the Spatial Mis-match Between Jobs and Unemployed Workers. Many

people believe there is a serious spatial mis-match between where unemployment is
greatest (in inner-city areas) and where jobs are growing fastest (in suburban areas).
What type of policy response should HUD adopt towards this condition?

Alternative Approaches

-- Bring Jobs Back into Cities. The best response is fo create incentives for private
and public employers to locate more job opportunities near where presently=-un-
employed workers live =~ that is, near inner-city neighborhoods. This is a tough
task, but the alternatives are certain not to work, All past attempts to create
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adequate housing opportunities for low-and moderate-income households in
suburban job-growth areas have failed. Moreover, future attempts face over-
whelming political opposition from both suburbanites and central-city politicians.
Improving transportation linking workers and suburban jobs is too difficult because
urban transportation systems are designed for convergent and circumferential
movement, not for divergence to many scattered job sites. Moreover, any ap-
proach other than bringing more jobs to cities leads to further abandonment of
existing structures in those cities, and multiplies their fiscal problems. So HUD
and other federal agencies should focus on creating truly effective incentives

for firms to locate near inner-city areas. These could include zone-based wage
subsidies (perhaps using unemployment assistance money), major tax credits for
such employment, federal aids for plant construction and financing, and other
substantial (and thus costly) actions.

Create Dispersed Low-and Moderate-Income Housing. Dozens of attempts to
"lure" industry back into inner-city areas have been made; all have either
failed or been of trivial size. Employers will not come back into such areas in
any numbers until high crime rates, vandalism, and poorly-educated workers are
no longer prevalent there. Yet those conditions will not change as long as thou-
sands of the lowest-income households are concentrated together in inner-city
neighborhoods. Therefore, the only long-range approach that can work is gradu-
ally reducing the concentration of the poor in such neighborhoods by creating
housing for them scattered in many parts of each metropolitan area, especially
near major suburban employment centers. True, this is a difficult task, and can-
not be accomplished rapidly. But recent court decisions in some areas, plus the
potential leverage of the CD program and HAPs, have improved its prospects in
the past few years., Moreover, no other sfrufegy promising faster results is

likely to prove more effective.

Improve Transportation and Job Placement for Inner-City Workers. Neither try-
ing to lure many jobs back into large cities nor creating lots of low-and moder-
ate-income housing in the suburbs has the slightest practical chance of coping
with this spatial mis-match within the next two decades =- ot least not on any
meaningful scale. Therefore, society should tackle the linkage of jobs and
workers through improved transportation and job placement services with far

more imagination, effort, and funds than have heretofore been even dreamed

of. Even subsidizing widespread private use of low-cost second-hand automobiles
should be seriously considered == it is probably much cheaper than subsidizing
housing units or wages. Moreover, making unemployed inner-city workers very
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inexpensive to suburban employers through a wage subsidy could create far more
opportunities for them. This would be especially effective if linked to vastly
expanded job placement services for such workers, and much stronger enforce-
ment of affirmative action hiring programs in the suburbs,

-- Employ a "Combined Strategy" Using All the Above Approaches. This problem
is so huge und intractable that all three of the above approaches should be used
simultaneously to tackle it. That has the best chance of producing both some
short-term results and really important long-term ones. The real problem is
getting society to place high priority on tackling this issue. Therefore, HUD
should use its leadership position conceming urban policy within the federal
government to ge at least the federal "establishment" to treat this as the single
most important domestic issue.

-- Leave This Issue to Other Federal Agencies. Tackling endemic unemployment
and transportation problems that have plagued the nation for decades is beyond
HUD's competence. HUD's leaders would simply be deceiving themselves, and
the nation, if they placed high priority within the department on the non-resi-
dential aspects of this issue, which really lie within the purview of other federal
agencies like EDA and the Department of Labor. Instead, HUD should stick to
activities closer to the heart of its mission ~-= especially the provision of ade-
quate housing and neighborhood conditions for all Americans. Thus, seeking to
create appropriate housing for low-and moderate~income households throughout
our metropolitan areas is an appropriate goal for HUD -- as is improving neigh-
borhood conditions in inner-city areas. But pretending to be able to "resolve"
this larger spatial mis-match through HUD policies would generate inflated ex-
pectations of what government can do. |t would therefore grossly violate the
President's pledge to be honest with the citizenry in order to restore their res-
pect for government.,

Using CD Block Grant Funds For Economic Development. To what extent should
HUD encourage use of CD Block Grant funds by Tocal governments for purposes

of economic development rather than housing or neighborhood preservation?
(Examples are helping retain existing institutions and firms, creating inner=-city
industrial parks, strengthening downtown areas, improving obsolete infrastructures,
and creating employment for inner-city workers.)

Alternative Approaches

-=- The real need in most big cities is more jobs, not more housing or even better
neighborhoods. Once sources of decent income are available to the unem-
ployed poor, they will be able to support good-quality housing and neighbor-
hoods. And without more jobs, spending federal funds on these other goals
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will be sheer waste, since cities will continue to decline. So HUD should
encourage local governments to focus CD Block Grant funds -- and other
HUD funds like the proposed UDAG -- on economic development activities in
those cities where the job base is declining. In fact, economic development
should have the highest priority of any federal fund use by local governments.

-~ Retaining and increasing employment in cities is certainly a crucial goal, but
any federal funds used to pursue it should come from agencies other than HUD.
Examples are EDA for loans and grants to up~grade non-residential areas and
businesses, the Department of Labor for inner-city wage subsidies, and the
Treasury for tax credits encouraging inner-city investment. HUD's role should
be to help cities preserve and up-grade their residential neighborhoods. In-
adequacies in such areas are a key reason people and jobs leave big cities,
and no other federal agencies can help improve these areas. Furthermore, as
experience with urban renewal shows, if HUD funds can be used for economic
development, those funds will nearly all be diverted away from aiding the
poorest and neediest people and areas to improving business profits and downtown
land values. So HUD should continue focusing CD Block Grant funds -~ and
UDAG too -~ primarily upon housing and residential neighborhood improvement.

-- The whole purpose of block grant funding is to let local governments set their
own priorities for what to do with federal funds within their boundaries. Hence
HUD should try to broaden the types of activities permissible for CD Block Grant
funds to include economic development activities; but it should leave it entire-
ly up to each community to decide how to use those funds.

3. Allocating CD Funds Among Types of Neighborhoods and Encouraging Private Sector
Investment in City Revitalization. Should HUD seek to influence the way in which
local governments allocate CD Block Grant and other funds among different types
of neighborhoods (that is, very deteriorated areas, marginally deteriorating areas,
and good-condition areas)? And how can HUD encourage maximum private-sector
investment in the revitalization of city neighborhoods? (Since these two different
issues are closely related, they are treated together here.)

Background
~- The shift from categorical federal funding to CD Block Grant funding has per-

mitted many communities to change the spatial allocation of federal funds with-
in their boundaries. Instead of concentrating use of such funds on the poorest
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areas in the worst condition as was required under urban renewal and Model
Cities, many communities have begun spreading the funds around to other
neighborhoods not in such bad condition -- especially those just starting to
deteriorate. Some observers regard this as very undesirable development
which should be changed through HUD and Congress exerting pressure on
local governments to re-focus federal funds on the worst-condition areas.

In view of the limited amount of federal funds available to revitalize large
cities in comparison with the immense total costs of doing so adequately, it
appears essential to attract private capital into this effort too. However,
private capital will usually not voluntarily enter joint public-private ventures
that are highly risky, unless government provides some means of reducing that
risk. But improving the worst-quality portions of large. cities -~ where needs
are most intense -~ is very risky. The concentration of poor households there
weakens demand from residents, and discourages other households and firms
with money from entering or remaining in such areas.

Alternative Approaches

Reduce Private Risks of Investing in the Poorest Neighborhoods. [t is desirable
to focus both public and private funds upon up~grading the poorest and most
deteriorated areas. This is true both because they need help the most, and be-
cause then their residents will not just shift en masse to other nearby areas and
generate another "blight and flight" syndrome there. So HUD should help create
as many private risk-reducing devices for such investment as possible. These
could include FHA insurance in high-risk areas, federal loan guarantees on

bank or insurance company financing of projects in such areas, a federally-
funded Urban Development Bank to finance projects in such areas, etc.

Mandate Private Investment in the Poorest Neighborhood. Local banks and
savings and loans should be required to make funds available for use in these
neighborhoods at least in proportion to the percentage of savings they receive
from such areas. Moreover, large insurance companies and bank trust de-
partments should be required to set aside a certain percentage of their in-
vestable assets each year for use in designated "economic development zones"
within large cities. These are small prices for the affluent to pay for helping
preserve the basic institutions that underlie their survival and prosperity.

Focus Physical Redevelopment Efforts on Less Risky Neighborhoods. Although
income=-maintenance funds, social services support, and job-creation acti~
vities should focus upon the poorest and most deteriorated neighborhoods, funds
invested in physical up-grading should be used there only sparingly. They
should mainly finance demolition of abandoned structures, landscaping of
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vacant lots, and some cosmetic improvements. Most money for substantial
rehabilitation and other physical up-grading, however, should be invested in
areas of marginal deterioration that can still be preserved from major decline.
This strategy is desirable because:

—- It is less costly per housing unit or household aided than improving very
deteriorated areas -- hence the limited funds available will aid far more

people.

-- There is not enough money available to really "save" the worst-condition
areas, even if all that money is spent there. Hence focusing most avail-
able money in such areas produces no effective long-term results; where-
as putting the funds in marginal areas will do so.

-- Failure to focus major efforts in not-badly-deteriorated areas will en-
courage those firms and households already leaving such areas to continue
doing so. Thus a "worst-first" strategy does nothing to halt the outflow
of people and jobs that is fiscally harming so many large cities. That is
likely to harm the poorest residents more than failing to try physically
up-grading their neighborhoods directly.

-~ Far more private investment funds can be persuaded to up-grade marginal
areas than badly-deteriorated ones -- if public funds are put into certain
key infrastructure improvements there. Hence much greater leveraging of
public funds is possible through this approach, and therefore more total
spending upon revitalization can be achieved,

-~ The best long-range strategy for coping with badly-deteriorated areas is
to preserve the marginal areas around them, help remaining residents gradu-
ally move info those nearby areas, and eventually carry out complete re~ -
development after these worst areas have emptied out.

Do Not Seek to Influence the Location of Private Investment. HUD should
encourage use of public-sector funds in those areas where private investment
is unwilling to go, without trying to influence private funds to go there. Then
the public sector can act as a "developer of last resort" in the worst-condi-
tion areas, and private capital can focus on marginally-deteriorating areas.
This would create the most efficient "financial division of labor" in an over-
all city revitalization program, and reduce the necessity for achieving diffi-
cult —- even fruitless -- joint ventures of public and private funds in high-
risk locations.
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Increasing the Neighborhood Focus of Urban Programs.

Using Neighborhoods as Formal Policy and Program Units. Shoudl HUD encourage
much greater emphasis upon urban neighborhoods as social and governmental en-
tities, both through HUD's own policies and by local governments generally?

To what extent should such encouragement include efforts to get local governments
to decentralize more service delivery and policy-setting to neighborhood-level
institutions and organizations?

Alternative Approaches

-- HUD should place maximum emphasis upon using neighborhoods as the key units
for both city revitalization and normal city operations.” This will help "de-
volve" more true authority and power over day-to-day policies and actions of
local government down to the level where the average urban citizen can
directly influence things far more than at present. Hence it will help over-
come the feelings of powerlessness and alienation that underlie many inner-
city problems. It will also make downtown city-hall administrators far more
sensitive to the real concerns and interests of low-income residents that they
would be otherwise -- as experience from urban renewal and anti-poverty
program citizen participation activities shows. Therefore, HUD should press
for legislation and administrative rules that require local governments to set
up neighborhood structures and use them both for handling federal funds and
for normal operations.

-- Many cities are already using neighborhoods as planning and action units
where there are effective local organizations with which to work, This
tendency should be encouraged through HUD's provision of information
and guidance concerning how to achieve effective action at the neighbor-
hood level (as in the Neighborhood Preservation Catalog). But there should
be no mandating of either action or institutional change compelling use of
neighborhood units by all cities, since they are not always appropriate and
can be harmful,

~= Neighborhood sovereignty can be an invitation to narrow parochialism and
flagrant discrimination against "outside" groups, unless it is carefully cir-
cumscribed and monitored by agencies with wider areas of jurisdiction.
Neighborhood organizations are also almost always biased against significant
changes in the status quo -- even when they involve improvements in local
conditions.
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Using Neighborhood Preservation as a Major Policy Approach. Neighborhood
preservation agppears to be a key focal point for any attempt to use the existing
housing stock, revitalize older cities, and conserve national resources. Yet it
also seems to be a very slow, tedious, and surprisingly costly process compared
to constructing wholly new neighborhoods on vacant land -- especially because
of the fragmented ownership and power structures in existing neighborhoods. This
situation gives rise to the following specific issues:

a. Should HUD place really great reliance upon this "week reed" in its
policies?

Yes

-- HUD needs to use the neighborhood as the basic unit for dealing with the
preservation of cities. It is the unit already perceived as relevant by
housing markets, and is an appropriate unit for coping with the immense
variations among local conditions across the nation,

-- Using the neighborhood as a basic unit for public programs provides a
small scale focus to program activity to which individual residents of
cities can meaningfully relate, thus helping them overcome feelings of
powerlessness and alienation.

-- If the society wants to revitalize older cities, the neighborhood is the only
viable unit for activities aimed at this goal -~ there are no alternatives.

-- Preserving neighborhoods is consistent with the national purposes of con-
serving resources and avoiding future wasteful use of energy through
creating lower and lower densities in urban settlement patterns.

-- Many cities have already chosen neighborhoods as appropriate planning
and action units for their preservation and up-grading activities, so HUD
should reinforce this exercise of local sovereignty on their part.

No

-- Emphasizing preservation of the existing inventory at first seems a prudent
conservation measure, but is actually more wasteful than meeting future
‘housing needs by emphasizing new construction. There is no large-scale
rehabilitation industry, and probably can never be one. Cost estimation
is too difficult for large-scale production; the political maneuvering
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necessary to cope with displacement and existing local organizations is too
time-consuming. for developers to endure; and rehabilitation is not economic-
ally feasible when done at union wages, but unions will oppose large-scale
rehabilitation at lesser rates. So preservation is really an inefficient process
that ultimately creates refurbished older housing units far inferior to newly-
built ones at very little =- if any -- less cost per unit.

-- Using the neighborhood as a key unit, rather than the existing overall local
government, creates an added layer of time-consuming political maneuvering
and citizen participation that greatly adds fo the cost of any final products.
Hence dealing directly with overall municipal governments is a better method.

-~ Although some neighborhoods are definitely worth preserving, trying to
apply a uniform national preservation agpproach to other neighborhoods
would be either ineffective or undesirable or both., Many low-income
areas have such high population turnover that no meaningful preservation
efforts can be organized there. Others are so badly deteriorated that the
best strategy would be to empty out and demolish them, rather than trying
to preserve what is left.

. If neighborhood preservation is to receive major HUD emphasis, how can the
process be made faster and more effective ?

Alternative Approaches

-- The biggest obstacle to speed and effectiveness is HUD's own red tape and
excessive regulation of local efforts. HUD should therefore reduce its own
requirements as related to neighborhood preservation and give maximum
discretion to local governments to design and carry out their own approaches.
In this approach, HUD should conceive of its roles as mainly providing funds )
and collecting and disseminating information among local governments con-
cerning which of their efforts appear to be working well.

N

-- HUD should develop a standardized procedure for effective neighborhood
preservation efforts, based upon a survey of past experiences in many
cities, and then mandate that approach in all communities using CD
Block Grant funds for neighborhood preservation. The approach might have
several basic methods to be used, depending upon which of five to ten
prototype: situations prevailed in each community concerned.
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-~ HUD should expand the resources presently being used in the Neighborhood
Housing Services Program across the nation so that this method can be used
in 5-10 times as many areas as it now serves. Since it is a voluntary ap-
proach, this would not involve excessively mandating over-standardized
procedures in diverse areas.

c. What incenfives can be developed to encourage existing property owners in
older neighborhoods to improve their normal maintenance efforts?

-~ Increasing Resident Confidence in the Neighborhood's Future

Make visible public investments in up-grading the local infrastructure
such as improving streets, putting new street-lights, planting trees,
efc,

-- Remove the poorest-condition structures through demolition.

Sponsor television documentaries on local stations promoting the area's
attractive features and showing satisfied residents endorsing improve-
ments in the area and its future.

~= Adopt local ordinances requiring all city employees (including police,
teachers, etc.) to live within the city limits, thereby raising demand

for housing within the city.

-- Reducing the Costs to Residents of Normal Maintenance

-- Have the local assessor guarantee no increased assessment for 3-5
years for any improvements through rehabilitation.

-- Provide free or subsidized materials for up~grading (such as free paint).

-- Provide rebates in municipal property taxes as a fraction of total
spending upon property up-grading (with some upper limit),

-~ Increasing the Resources Available to Residents for Maintenance

-~ Provide improved financing availability for rehabilitation loans from
local banks and savings and loans, and for higher-risk loans form a
pool for such loans formed by local financial institutions.

-~ Provide free or subsidized materials (as mentioned above).
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